SECRETARY’S RECORD, NEBRASKA PUBLIC SERVICE COMMISSION

BEFORE THE NEBRASKA PUBLIC SERVICE COMMISSION

In the Matter of Kinder Morgan, Application No. NG-0040
Inc., Houston, Texas; KM Retail
Utilities Holdco LLC, Houston,
Texas; Source Gas Distribution
LLC, Lakewood, Colorado,
seeking approval of asset
transfer of jurisdictional

utility assets.

APPROVED
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Entered: February 27, 2007

APPEARANCES:
For the Applicants: Public Advocate:
Stephen M. Bruckner Roger P, Cox
FRASER STRYKER PC LLO HARDING SHULTZ & DOWNS
500 Energy Plaza 800 Lincoln Sguare
409 S. 17" Street 121 South 13th Street
Omaha, NE 68102 Lincoln, NE 68501
And

For the Commission:
Bud Becker Nichole A. Underhill
Kinder Morgan, Inc. 300 The Atrium
370 Van Gordon Street 1200 N Street
Lakewcod, CC 80228 : Lincoln, NE 68509

BY THE COMMISSION:

On October 3, 2006, an Application was filed with the

- Nebraska Public Service Commission (the "Commission") by Kinder
Morgan, Inc. ("Kinder Morgan”)}, KM Retail Utilities Holdco LLC
("KM Retail Holdco") and Source Gas Distribution LLC f/k/a XM
Retail LLC ({“Source Gas Distribution”} seeking approval of (1)

the propesed transfer of Kinder Morgan's Nebraska franchises and
certificate of convenience and Nebraska retail Jurisdictional
utility assets to Source Gas Distribution (the "Asset
Transfer”), and (2) the proposed change of control of Source Gas
Distribution resulting from the Merger Agreement entered into
among Kinder Morgan, Knight Holdco, LLC, and Knight Acquisition
Company pursuant to which Kinder Morgan will become a privately-
owned company (the "Buy-Out Transaction").

Notice of the Application was published in The Daily
Record, OCmaha, Nebraska, on October 6, 2006. A Petition for
formal intervention was timely filed by the Public Advocate and
was granted by the Commission in an order issued in the above-
captioned docket on November 21, 2006.
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On February 12, 2006, the Applicants and Public Advocate
filed with the Commission a Stipulation containing Conditions of

Approval ("Stipulation”") and resolving all issues in this
proceeding between the parties. A hearing was held on the
above-captioned Application on February 14, 2007, in the
Commission Hearing Room, Lincoln, Nebraska. Appearances at the

hearing are indicated above.
THE PARTIES:

Kinder Morgan provides retail natural gas distribution
service to approximately 94,000 customers in about 180 Nebraska
municipalities, located primarily in the western two-thirds of
the state. Kinder Morgan's retall distribution operations in
Nebraska employ approximately 230 persons.

KM Retail Holdco is a wholly-owned subsidiary of Kinder
Morgan and Source Gas Distribution is a limited liability com-
pany and wholly-owned indirect subsidiary of Kinder Morgan
established under Delaware law.

THE TRANSACTION:

In connection with the Asset Transfer, the jurisdictional
utility assets of Kinder Morgan's local natural gas distribution
business in Nebraska, Wyoming, and Colcrado will be transferred
to Source Gas Distribution. All membership interests in Source
Gas Distribution are wholly owned by KM Retail Holdco, and would
continue to be so owned after the Asset Transfer. After the
Asset Transfer, Source Gas Distribution would become the
"Jurisdictional utility" under the State Natural Gas Regulation
Bct (the "Act") Neb. Rev. Stat. §§ 66-1801, et seqg., replacing
Kinder Morgan.

On August 28, 2006, Kinder Morgan, Knight Holdco and Knight
Acquisition signed a merger agreement pursuant to which, if cer-
tain conditions are satisfied or waived, Knight Acquisition will
be merged into Kinder Morgan, with Kinder Morgan continuing as
the surviving company in the merger. Immediately following the
merger, Kinder Morgan will become a privately-held company,
wholly owned by Knights Holdco or one or more of its sub-
sidiaries. TImmediately following the merger, Knight Holdco will
be owned by entities and individuals of the Investor Group,
which includes current and former directors or officers of Kin-
der Morgan. Kinder Morgan proposes to consummate the Asset
Transfer in connection with the Buy-Out Transaction.
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EVIDENTCE

In support of their Application, the Applicants offered the
pre-filed testimony of Daniel E. Watson, President of Kinder
Morgan Retail, and Kimberly A. Dang, Chief Financial Officer of

Kinder Mcrgan, Inc. '

On behalf of the Public and the ratepayers of Kinder
Morgan, the Public Advocate, Recger Cox, cffered the pre-filed
testimony of William L. Glashn, a consultant with Dahlen, Berg
Consulting, Inc. Further, Mr. Cox testified at the hearing con-
cerning the Application in the above-captioned matter.

Mr. Watson and TJ Carroll, Vice President of Kinder Morgan,
also testified -at the hearing on behalf of Applicants. By
agreement of the parties, the testimony at the hearing in Docket
No. NG-003% regarding the Asset Transfer was incorporated and
received into evidence in support cof the sbove-capticned Appli-
cation.

Mr. Watson testified regarding the effect of the Asset
Transfer and Buy-Out Transaction on the utility's ongoeing
cperations in Nebraska. Mr. Watson testified that Source Gas
Distribution will adopt Kinder Morgan's current tariffs, and
that no changes to rates and terms and conditions of service
will occur as a result of the Asset Transfer or Buy-Out Trans-
action. Mr. Watson also testified that the management of Kinder
Morgan and the utility operations 1is not expected to change as a
result ¢of the Asset Transfer or Buy-0Out Transaction. Mr. Watson
will continue as President of the utility operations after the
transacticons are completed, and his current retail wutility
management team will continue in their respective roles. Mr.
Watson testified that very little will change in the utility's
day-to-day operation as a result of the Asset Transfer and Buy-
Cut Transaction, aside from the utility's name change to Source
Gas Distribution.

Mr. Watson further testified that no changes in the utility
facilities, offices and headquarters will occur as a result of
these transactions, He also explained that the books and re-
cords of +the Kinder Morgan Retail unit will be transferred to
and assumed by Scource Gas Distribution upon closing of the Asset
Transfer, and Socurce Gas Distribution will assume any accumu-
lated deferred income tax expense as part of that book transfer.
Mr. Watson further testified that no acquisition, transaction,
or premium costs as a result of the subject transactions will be
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recovered through rates or passed on to the ratepayers. He fur-
ther stated that the transactions will not affect the utility's
access to capital cr cost of capital, and the utility's capital
structure and cost o©of capital for ratemaking purposes will
remain materially unchanged. Mr. Watson alsc answered the
questions posed by the Commission's consultant, GDS, regarding
the transactions described in the Application.

Finally, Mr. Watson testified "that the Asset Transfer,
including the transfer of Kinder Morgan's franchises and certi-
ficate of convenience, is in the public interest, and the Buy-
Out Transaction will not adversely affect the ability of the
utility to serve its ratepayers.

In his testimony, Mr. Carroll explained in detail the
nature of the Buy-Out Transaction, emphasizing that the Buy-0Out
Transaction would result in a change -of ownership of Kinder
Morgan from a publicly-owned to privately-owned business, but
not a change in the ownership, management or operation of the
retail utility.

Mr. Cox commented concerning the Asset Transfer and Buy-0ut
Transaction and the testimony of Mr. Glahn. Mr. Cox stated that
both the Public Adveccate and the consultant, Mr. Glahn, did not
object to the approval of the Application by the Commission and
the finding by the Commission that the Asset Transfer and Buy-
Out Transaction would not adversely affect Nebraska ratepayers
or the ability of the utility to serve its ratepayers.

The Applicants and the Public Advocate, entered intoc a
stipulated agreement prior to the February 14, 2007 hearing. In
the Stipulation, the Applicants recommend approval of the
application and the Public Advocate offers no cbijection to the

Commission approving the Application. Further, all remaining
issues between the parties in the above-captioned proceeding
were rescolved in the Stipulation. The Stipulation, signed by

all parties, was admitted into evidence at the February 14, 2007
hearing. The Stipulation is attached to this order as Exhibit A
and is incorpeorated into the terms of this order.

OPINTION A ND FINDINGS
The State Natural Gas Regulation Act (“the Act”) Neb. Rev.

Stat. §§ 66-1801 et seq., reqguires the Commissicn to approve the
reorganization or change of control of any jurisdictional
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utility serving customers in Nebraska. Specifically the Act
provides,

The commission shall not approve any proposed
reorganization or change of control 1if the
commission finds, after public notice and pubklic
hearing, that the reorganizaetion or change of
contrel will adversely affect the utility’s
ability to serve its ratepayers. ©Neb. Rev. Stat.

§ 66-1828(1) (2003 Supp.).

Likewise, the Act requires Commission approval of the transfer
of any franchise or certificate of convenience granted to a
jurisdictional utility serving customers in Nebraska.
Specifically, the Act provides:

Ne franchise or certificate of convenience granted
to a Jjurisdictional wutility shall be assigned,
transferred, or leased unless the assignment, trans-
fer, or lease has been approved by the commission as
being consistent with the public interest. Neb.
Rev. Stat. § ©6-1821 (2003 Supp.).

With limited exceptions, Kinder Morgan’s current management
team and employees will continue in their positions after the
Asset Transfer and the Buy-Out Transaction. Kinder Morgan's
experience 1n the manragement and operation of a retail natural
gas distribution utility will remain.

The Applicants state that Kinder Morgan’s Nebraska utility
operations will ceontinue to have access to adeguate capital.
The transfer c¢f Kinder Morgan’s public utility assets 1into a
separate legal entity, Source Gas Distribution, will provide a
level of separation between the public utility business and Kin-
der Morgan’s non-utility businesses, providing financial
stability and protection for the ratepayers of Kinder Morgan.

Additionally, the Applicants stated that there will be no
change 1n any of the rates or terms and conditicns o¢f Kinder
- Morgan’s current Nebraska Gas Tariffi as a result of the Asset
Transfer or Buy-Out Transactiocn. Further, the Applicants will
not seek cost recovery from Nebraska ratepayers .of any trans-
action or transition cests related te the transactions.
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Finally, the Applicants state that the proposed Asset
Transfer and Buy-Out Transaction will result in no changes to
Kinder Morgan’s quality of service and the day-to-day operation
of the utility. Current gas supply contracting and management,
systems operation, maintenance activities, safety, customer
service and billing operations will all remain unchanged,

Separate and distinct from the approval sought in the
above-captioned proceeding, Kinder Morgan has entered into an
agreement to sell its ownership interest in its local utility
business in Nebraska, Wyoming and Colorado, and other assets, to
Source Gas LLC, an entity affiliated with the General Electiric
Company ("GE"). Commission. approval of the sale of Kinder Mor-
gan's utility business to the GE entity are the subject of an
Application, Docket No. NG-0039, pending before the Commission.
If the sale of Kinder Morgan's utility business to the GE entity
is consummated, then the relief socught by the Applicants herein
will become moot and this order will be of no force and effect.
Should the sale of Kinder Morgan's utility business to the GE
entity not be consummated, however, then the order entered in
Docket No. NG-0039 by this Commission will be of no force and
“effect and this order will govern the Asset Transfer and Buy-Qut
Transaction. '

Based on the evidence, we find that the transaction will
not adversely affect the ability of Kinder Mcrgan to serve 1its
ratepayers and 1s consistent with the public interest. The
Application should be granted.

ORDER

IT IS THEREFORE ORDERED by the Nebraska Public Service
Commission that the Application in Docket No. NG-0040 ke and is
hereby, approved.

IT IS FURTHER ORDERED that the Stipulation attached to this
order as Exhibit A, be and is hereby approved, and Applicants
shall comply with all applicable terms and conditions in the
Stipulation set forth in Exhibit A.
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IT IS FURTHER CRDERED that upon consummaticon of the
transactions between Kinder Morgan and the Source Gas Companies
which are the subject of the proceedings in Docket No. NG-0039,
this order and the Stipulation attached heretc as Exhibit A
shall be of no force and effect. Shculd said transaction not be
ceonsummated, this order shall in such instance govern the
matters addressed herein.

MADE AND ENTERED at Lincoln, Nebraska, this 27th day of
February, 2007. '

COMMISS:ONERS CONCURRING:
?; Cfﬁ ChairmanT
WMTEST:

//s// Rod Johnson MM

//s// Frank E. Landis

NEBRASKA PUBLIC SERVICE COMMISSION

Executive Director
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BEFORE THE NEBRASKA PUBLIC SERVICE COMMISSION

IN THE MATTER OF THE JOINT
APPLICATION OF KINDER MORGAN,
INC., KM RETAIL UTILITIES HOLDCO
LLC, AND SOURCE GAS DISTRIBUTION
LLC FOR APPROVAL OF ASSET
TRANSFER OF JURISDICTIONAL
UTILITY ASSETS

Application No. NG-0040

STIPULATION

I SUMMARY

) _Kinder Morgan, Inc. ("Kinder Morgan"), KM Retail Utilities Holdco LLC ("KM Retail

Holdco") aﬁd Source Gas Distribution LLC fl/a KM Retail LLC ("Source Gas Distribution")
‘(coll'ectively, "Applicants”), and the Public ‘Advocate for the State of Nebraska (!‘Public
- Advocate") hereby submit this stipulation to the Nebraska Public Service Commission
(‘fommission"), pursuant to NEB.REV.STAT. § 66-1821 and othér applicable pro{risions of the -
'St_a{e'Natur'aIGas Regulation Act (the -"Act".). NEB. REV. STAT. § 66-1821 provides that no
franchise or certificate of _public convenience shall be transferred or assigned u.nlless fhe
_ assignment has been approved by the Commission as béing consistent with the public interest.
" The Applicants seek approval by the Commission pursuant to Section 766,-1 821 of the Act
for the transfe_f_ of the Nebraska jurisdictional utility assets of Kinder Morgan, Inc to Source Gas
-DiS’rribution (the "Asset Tranéfer"). The jurisdictional utility assets of Kindér Mor’gan"s
distribution utilities in Wyoming and Colorado also will be tranéferfed tb Source Gas

* Distribution in connection with the Asset Transfer. Source Gas Distribution is a limited liability

company established under Delaware law. All membership interests in Source Gas Distribution

* are owned by KM Retail Holdco, and will continue to be so owned aft @%‘._%zlw_q

| | C YV E M

Retail Holdco 1n turn is a wholly-owned subsidiary of Kinder Morgan| 'Fr the Asset Transfer, D][
FEB 12 2007

R Ay

NEBRASKA PUBLIC SERVICE
CUMRMISSION
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: Source Gas Distribution wﬂl become the "jurisdictional ut111ty" under the Ac% in Nebraska,

replacing Kinder Morgan. Kmder Morgan proposes to consummate the Asset Transfer to Source
Gas Distribution in connection with a merger agreement, dated August 28, 2006, uursuant to
which Kinder Morgan_wiil become a priVater—owed company (the."Buy-Out Tran__sactibn").
| -AppliCants recommend approval of the Asset Transfer to Source Gaé Disﬁbu’tion_,’
mncluding the transferrrof any certificate of convenience. After a thorough review of the
Application, . testimony, 'discouery' responses, and othe; felevan_t documents submitted by
Appliuants, and contingent upon Commission .considerétiou of the issues identified by the Public
Advocate's testimony in this proceeding, the Public.AdVocate_ uoes not object to the Commission
issuing an order finding that the prouosed transfer of Kinder Morgan's Neb'raska retail utility
aséetu, inclu_ding any certificate of con_venieh_ce, to Source Gas Distribution is consistent with the
~ public interest. |
| NEB.REV.STAT_. § 60-1828 provides thut “no reorgunization or change of control of a
: jurisd_ictional utility shall take place ‘w_ithuut priof approyal by the Commission." For purposes
of this proceeding only, the:Applicunts_and the Public Advocate stipulate and agree that, th.e
- proposed Buy—()ut,_ Transaction, by which Kinder Morgan will become a privately-held
'_curporation-, will not .adversely affect the utility’é ability to serve its ratepayers within ‘the
meaning of Section 66-1828 of the .Act.. /
-Accordingly, Applicants respectfully request the Commission to issue an ordér (a)
approving the Asset Transfer pursuant to Section 66-1821 of the Act and (b) approving the Buy—
| Out Transactlon pursuant to Sectlon 66- 1828 of the Act. The Public Advocate does not object to 7

- the issuance of such an order.
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IL JURISDICTION

The Commission generally  has juﬁ_sdiction over this Application pursuant to
NEB:REV.STAT. § 66-1804 of Act. Specifically, jurisdiction exists pursuant to Section 66-1821
_ governing t‘n_e. transfer or assignment of a certificate of convenionce, and Section 66-1828, which
- -reqﬁires prior. approi;al by the Commission of any proposed reorganization or change of control -
- of a jurisdictional utility, as defined ﬁnder the Ac’t; _ |
I11. PROCEDURAL HISTOkY
On October 3, 2006 Apphcants ﬁled an Apphcatlon in the above—oaptmned proceedmg
On October 3 . 2006, Applicants ﬁled testunony in support of the Application.
Specificdlly, Applicants submitted the | "Prepared‘ Direct Testimony of Daniel E. Watson"
(Exhibit 4 to Application) and “Prepared Direct Testimony of Kimberly Allen Dang” (Exhibit 5‘
to Application). | 7 | |
On October 3, 2006, Discovery 'oﬁ-the Application and Testimony filed in this. case -
bega;l_. | |
On October 6, 2006, the Commission issued its “Notice of Application” order, which was
~ published in The Daily Record. | |
| November 6, 2006, was established by the Commlsswn as the deadline for ﬁlmg petltxons
' fof mterventlon The Public Advocate of Nebraska filed a “Petltlon For Formal Interventlon on
.Novembe_r 3, 2006, which was granted in the Commission’s November 21, 2006, Planning_
Conference Order. | |
On November 13, 2006, the Commission held its Planning Conferénée ét the

Commission. Thereafter, the Parties and Commission Staff held a dis_cussioﬁ regarding
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discovery and additional areas of review regarding the investigation and review of the
Application, | | |
On November 21, 2006, the Commission issued ifs Planning Conference Order
establishing a procedurai schedulé for this prpceéding. The Commiésion ﬁlrther granted the
fbrmai and _informal interventions, adoptecll-disco\.fery pfocedures, and set a Technical 'Vand
'Preheari'n_g Conference to be held on January 17, 2007, in the Commission’s Library. The
Commission ordered a l_Heaxing to be held on February 14, 2007, at 10:00 am. in the
Commission’s Hearing Roorﬁ. |
| Oﬁ Nol-vember. 20, 2006, in a related proceeding pending Eefore 'tl-le Commission at
.V'Docket NG-0039 Apphcants submitted responses to informal discovery requests submitted by
the Public Advocate during various 1nformal meetings or conference calls regarding the
Application. Inc_luded in the Applicants’ responses to the Public_ Advocate's informal discovery
- ~ Tequests wefe copies of the Applicants’ Tesponses to the initial discovery requestl_s‘serlved o'n the
_A_ppii?:ants ir__l companion proceedings pending in the State of Colorado and State of Wyoming.
On,,December 22, 2006, the Public Advocate sgi'ved its First Set Qf Formal Data Request |
on Applicants. Applicants served responses to the First Set of Formal Data. Requests on
Decerﬂber 29, 2006. | | 7
| Bétw‘een 'Octob-er 3, 2006, and the present, Applicants and the Public Advocate held
various discussiot_ls and telephone conference calls regarding the Appliéation and areas 6f
-discovery pursuant to the Public Advocate’s review of the Application. |
| Onlj anuary 16, 2007, the Public Advocate filed 2 “Nétice of 'Filing.of Written Testimony

of William L. Glahn”
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The parties agree to jomﬂy request a promptly scheduled heanng for the Commission to
consider the Stipulation. ("Hearing"). |
| IV.  STIPULATIONS
The Applicants and Public Adv_ocate jointly stipulate_to the following:
Appiicatioh 7 |
I. The Application and associated exhibits filed by Applicants will be received into
, evidenoe. ‘ | | |
Téstimoux _
2. The Parties agree that the pre-filed téstimony of Daniel E. Watson and Kimberly
Alleﬂ Dang in support of the Application will be received into evidence.
3. The Paxtles waive thelr tight to cross-examine Mr. Watson and Ms. Dang, and |
agree that they w111 not be required to appear at the Hearing in this proceeding . |
4. The Parties agree that the filed testimony of William L. Glahn, on behalf of the
_ Public Advocate, will be received inté'eviﬂenoe.'
5 . - The Parties waive their right to cross examine William L. Glahn, Witness for the
‘Public Advocate, and agree that he will not be rcquiréd to appear at the Hearing;f in this
proceeding. | |
6. 7 The Parties é;gree tﬁat all - disrcoverffr requests and responses thereto shall be
received into e.vid.ence (with the ,-Iiroviso that information disclosed therein which has been
designated as “Conﬁdentlal” pursuant to the Protective Order prevmusly entered herein shall be
. ftreated in accordance with the terms of such Protectlve Order unless the Commlsswn shall

' detennme that any mformatlon ) des1gnated is not entitled to protectxon and shouid be made

“part of the public record).
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Hearing Procedures S

7. The Parties agree that theKHeaﬁng tnay be co_n(tuoted in a “legislative” -style
format.

8. The Parties agree that' Mr. Daniel E. ,Watson and/or other repres‘entatives of
Kinder Morgan may make a brief presentatlon on behalf of the Applzcants and wﬂl answer
questlons from the Public Advocate, Commlssmners or Comn:usswn staff.

-9 The ?arties agree that Mr‘ Rogef Cox and/or Mr Jack Shultz mtty make a briof -'
presentatlon on behalf of the Public Advocate. Mr Cox and/or Mr. Shultz will answer questlons
of the Pubhc Advocate from the Partles, Commissioners, or COIIIIIIISSIOII staff |

10. A court reporter will record any testimony or questions providod at the .Heazing, _

. Conditiens of Approval

11._ Thérc Will be no gain,-loss or acquisition adjustmeot 'recordéd on the books of
‘Kinder Morgan or Source Gas Distribution, as a result of the Asset Transfer or Buy—Out '
Tr-ansactlon and none shall be reflected or recovered in rates to customers now or at any time in
the ﬁitulfo. |
12, Any transactlon costs related to the Asset Transfer and Buy-Out Transactton shall
be excludo(t from Source Gas Distribution's utility accounts used to set rates and shall not be
'recovered from customers now or in the future. The annual report spemﬁed in Paragraph 21 .
below w111 contain a summary of each category of costs, if any, that is reasonably identified as
- either a transactmn or transmon cost. The categones of costs to be mcluded in the rcport shall
sinclude, but shall not be lumted to: bﬂhng and oollectlon, customer service; Iegal accounting

and finance; regulatory; general operations; and field operations.
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'13. There shall be no pledge of Nebraska jurisdictional utility assets m connection
: with the Asset Transfér or Buy-Out Transaction. Source Gas Distribution shall not guarantee the
| financial obligatiOns (including debt obligations) ot; any of its affiliate or parent entities and shall
- not pledge its assets as secunty or collateral for any obligations not related to the provision of |
' regulated ut111ty services. |
| _14. - Any "reorgamzatlon or change of control" of KM Retail Holdco or Source Gas
Dlstnbutlon Wlthm the meaning of Neb. Rev. Stat. § 66-1828, shall require approval of the
‘Commission. In addltlon, KM Retail Holdco and Source Gas Distribution, on behalf of
themselves and their'subcéssors and asmgns, .agree to submit timely written disclosure to the |
Cbnimission and Public .Advocate as to either of the below’ing events: a)a chénge in 0w11¢rship
-interest of ten percent (10%) or more of efther entity or their respective successors and aséigns;
“or b) a sale of any portion of Nebraska jurisdictional utility assets owned or controlled by such
entities for a price that is equal to .or greater than ten percent (10%) of the overaﬁ net book ifalu_.e
‘of ‘ail Nebraska jurisdictional utilify asset-s owned or controlled by such'entities-. In the event that
Source Gas. Dlstnbution OT any Successor or 3331gn, no longer is a subsidiary of Kinder Morgan,
- the obhgatlons set forth in this Paragraph 14 shall not apply to KM Retall Holdco or its
successors or assigns for events occurring after the date Souroe Gas Distribution ceases to be a
subszdiary of Kinder Morgan
15. - Source Gas Distribution will adhere to and apply the existing tanffs of Kinder
Morgan. Source Gas Distribution will provide safe, adequate and reliable service in accordance
with the terms, conditiQns and rafes cﬁrently set forth in those tariffs, and m accordan;;e with
.any revisions to the tariffs as' the.Corhmission may approve or require in the future. Source Gas
. Distributio_ri'égrees to provide access tb books énd records pﬁx_‘suaﬁt to the Act and Commigsion

7
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rules, including, as necessary, those of parent or affiliate companies, that are necessary to verify

‘Oor examine transactions with any parent or affiliate companies that are not arm's length
- transactions and that directly affect Source Gas Distributioxi's regulated utility operatiéﬁs in
Nebraska. In addition, Source Gas Distribﬁtion shall maintain the necessary books and records
$o as to provide an audit trail for all corporate or affiliate transactions (_iireéﬂy affecting Source
Gas Distributidn's régulated utility operaﬁons in. Nebraska, The annual report specified in
P?’ragraph-Zl below_shall inctude a report rega:ding transacﬁons with any parent or affiliate
: cothpanies that are not arm's_length‘transactions', if any .'Ihe repoft will include the fqllowiﬁg: '
| )] An ofganizational chart or summary describing the parent c:ompény_ and relevant
sﬁbsidiaries;
(2) A narrative description of each affiliate with which Source Gas Distn'bﬁti'on does
| busineés, and a descripti’oﬁ of What_:-‘;‘).ortio.n of tile affiliate's business comes from
Source Gaeristn'butign; and: | | |
()  Areport of the transactions between cach affiliate and Source Gas bistribu_tion,
' including a description of any inter-company loans.

16. - Source Gas Distﬁbution will mamtam ‘separate. debt and stock/membersh;’p
'int_erests from Kinder Morgan, provided thaf andef Mo_rga_n 'may contribute equity Capit_al or
make loans to Source Gas Distribution subject to the terms of this Stipulation and applicable
legal requirements. For ratemaking purposes, Source Gas Disiribﬁtion iﬁtends to maintain a
_ capital structure that is COmparable to the capitaI s_tru_ctﬁre desCIibed by Kinder Morgan in its fate
| , case pr_oceedjng filed with the Commission at Docket NG-QO36 aﬁd-, in the future, shall propose

a capital structu_re_ and cost of debt for rateméking purposes that are reflective of a _'ra.nge of
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capital structures and debt costs for comparable utility companies in the UmtedP gtg;fes %1&312; in
investment grade debt rating.

17.  The Applicants do not expect any material changes in the managernent of Source
Gas Distribution as a result of the Asset Transfer or Buy-Out Transactioﬁ. The jurisdictional

utility business in Nebraska will continue to be operated and service will cénﬁﬁue to be éfovided

' by Source Gas Distribution in essentially the same manner: and with essentlally the same

personnel as Kmder Morgan has operated the busmess and prowded service. Apphcants

| acknowledge that personnel changes will -occur over time as part of the normal course of

~ business, including employee retirements. The annua’l-r@port _speciﬁéd in Paragraph 21 below
will contain a summary of employment levels (including changes in numbers of employees in

- particular job classiﬁcations)- by depé.rtment, division ofﬁée, ahd/br operatiohal business unit for
Source Gas Distribution’s Nebraska jurisdictional utility business.

18.  There will be no change in gas supplies or upstream delivery arrangements as a
result of therA;ss:et Transfer or Buy-Out Transaction described in the-Applic'ation. The existing-
gas supply and upstream delive;'y arrangements will -continue to be safé, reliable and adequﬁte

: aﬁer the Asset Traﬁsfer and Buiy-Out Transaction. | |

19.  There will be no material change in customer service or billing opérations' asa
_-result of the Asset Transfer or Buy-Out Transaction. Source Gas Distribution may changla
c_détom_er service or billing vendors in the ordinary course of business, as long éS'its customer
service and billmg operations continue to reliably serve customers.

20. The jﬁrisdictionai' utility .cést of setvice in Nebraska will ndf be materiaﬁy
affected b.y the AssetrTran.sfer or Buy-Out Transaction. The Parties acknowledge that Source

' Gas Distribution has agreed to file a Cost Assignment and Allocation Marual ("CAAM") with
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~ the Colorado Public Ut111t1es Commission and Public Service Comzmssmn of Wyoming, On or
before December 31, 2007, Source Gas Distribution will file a copy of the CAAM -for
informational purposes with the Commission, with a copy to the Public Advocate.

21. Each year, beginning in 2008, within 60 days aﬂer the amuversary date of the |

. close of the Buy-Out Tra.nsactlon, Source Gas Distribution will submit to the Commission, w1th

copy prov1ded to the Public Advocate, an informational report. which sets forth the annual ‘ '

-comphance status of each of the comrmtments set forth in paragraphs 11,12, 13, 14, 15, 17, 18,
: | and 19 of the Condmons of Approval, as contamed herem~ Such annual compliance reports shall
7 specxfy, to the extent that any commitments have not been met, corrective measures taken or -
| proposed to be taken by Source Gas Distribution, and shail be subject to further Commission
. review with respect to such’ corrective measures. Beginning aﬁer such informational report 1s'
filed in 2012, Source Gas Distribution shall have the right to apply to the Commission, with copy |
} provided to the Public Advocate, for an order extinguishing in whole or in part the requirements |
set fo;‘th'in this paragraph;

Asset Transfer

22. The Applicants state that the proposed. transfer of Kinder Morgan’s _Nebraska.
certificate of convenience and Nebraska retail utility assets to. Sobrce Gas Distribution is’
consistent with the public interest and will nob 'adversely affect _the utility’s ability to serve its
| ratepayers. Subject to ;be terms of this Stipulation, the Public Advocate' does not object to the
- Commission issuing an order finding (a) that the propoéed transfefof ander Morgan"s Nebraska |
- lcertlﬁcate of. _convenience and Nebraska retail utility assefs to Source Gas Distribution is
consistent with the pubhc mterest within the meaning of Sectlon 66-1821 of the Act, and (b) that
the proposed Buy—()ut Transactlon, by which Kinder Morgan will become a privately-held
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corporation, will not adversely affect the utility’s ability to serve its ratepayers w1thm the
meaning of Section 66-1828 of the Act.
V. PURPOSE
This Stipulation is intended by the Parties to be a stipulaﬁon of the issues and heai'ing
prooedurcs identified by the fublic Advocate and Commission Staff.
The Parties stipulaté ‘and agree.that the proposals, positions and adjustments made or
obtained in this Stipulation, whether exﬁresé or implied, are made or oﬁta'ined only iﬂ the spirit of
.oompro'mise.r The purpose of this Stipulation is to document the resolution of all isSﬁés in thls
proceeding, the lack of objection by the Public Advocate to _the‘approvalr of the-Asset Transfer,
and the recommendation of Applicants for Commission approval of the Application. This
Stipﬁlation-i‘s not intended and does not bind eithe-r.thé Abplican’ts or the Public Advocate to any
'poSitioﬁ that- may be takeﬁ by them in another docket or be any other filing Iriader under the Act.
| | VI JOINT MOTION |
Subject to the conditions’ and reservations set forth herein, the Applicants and Public
Advocate ‘hereby jointly move the ‘Commission to promptly issue an Order ruling on this
~ Stipulation and the Application, in its entirety, without further condition or inodiﬁ_éation. |
VIL CONDITION PRECEDENT |
| This Stipulation shall not become effective unless and until the Commission enters an.
Order apprbvingﬁﬁs Stipulation in its entirety without condition of modiiicatioﬂ.
VIIL PRIVILEGE AND LIMITATION
’fhis Stipulation is made pursuant to Nebraska faw, and except as otherwise ndted herein
Vshall_ become binding upon the Parties upon ité execution, provided,‘. ‘however, that if this

Stiﬁulation does not become effective in accordance with Article VII above, it shall be null, void
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and privileged. This Stipulation is intended to relate only to the specific matters referred to
herein; no party waives any claim or right which it may otherwise have with respect to any
| matter not e}-(pressly provided Vfor herein; no party shaill be deemed to have approved, aoeepted,_
agreed or cohsented to -any ratemaking methodology, ring fencin_g conditions, corporate
srtructure-,r or the resolutien of any specific issue that may underlie or be implied by the provisions
of this Sﬁpulation or be prejudiced or bound thereby in any other current or firture proceeding
- before the Public Service Comiission. \
- IX. EFFECTIVENESS
This Stipﬁlatien shall become effective upon Commission approval without modification by a
final Commission order. Such order eecomes “final” either by issuance of a Commission order
on rehearing or, if no reheaﬁng request is filed, thirty (30) days after issuance of the Commission -
: Order_ approving the Stipulation pli_rsuént to Neb. Rev. Stat. § 75- 136. For purposes-of this
Stipulatien and proceeding,me qulie Advocate agrees not to seek fehea_n'ng of or- appeal the
' denlmission's ordef. Notwithstanding any other provision herein, this Stipulation shall be nuH
and vqid in the event that the Asset Transfer and Buy—Oﬁt Transaction do not close, or in the
event that the "Transaction" as defined in the Cqmmission's Docket'N'e. NG-0039 is epproved by
the Commission and clesed, m which case the provisions of the Stipulation in that docket shall

govern as set forth therein.

X.  RESERVATIONS

A Thls Stipulation is submitted pursuant to Nebraska law and all Parties agree that
unless this Stipulation becomes effectlve as prov:ded herem, this Stipulation and any and all
discussions reiated thereto, shall be privileged and shall not be admissible i in evidence or in any -

way used, described or (_hscussed in any proceeding.
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| B. It is specifically understood and agreed that this Stipulation represents a
negotiated Stipulation of the issues in this proceeding settled in a manner which is in the public
interest. The provisions of this Stipulation are for pnrooses of Stipulation only and are not

: intended to have any precedentlal effect.

C. All Partles further understand and agree that the provisions of thts Stlpulatlon -
relate onlyr to the spe01ﬁc matters referred to in thls Stipulation and no party or person waives
any claim or right which it othet'vﬁse may have with respect to any-matters not expressly
prov1ded for in this Stipulation. |

D. All Parties further reserve the right to withdraw their support for this Stipulation

_ in the eyent that the Commission modifies the Stlpulatlon and to contest any such Commission
: order.rnodifyling the Stipulation.

XI. CONCLUSION

WHEREFORE for the Teasons more fully described above the Apphcants respectfully
request and the Public Advocate does not ob]ect to the Commission issuing an order grantmg
_approval of (i) the proposed transfer of Kinder Morgan’s Nebraska certiﬁcate of convenience

* and other Nebraska retail.utility aseets to Source _Gas Distribution pursuant to Section 66-1821 of
- the Act and (ii) the proposed Buy-Out Transaction, stating that it W-illlnot adversely affect the

utility’s ability to serve its ratepayers'within the meaning of Section 661828 of the Act.

DATED February 7', 2007,
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(402) 341-6000 (telephone)
(402) 341-8290 (facsimile)
sbruckner@fslf.com
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Bud Becker (#1 5346)

TJ Carroll

Kinder Morgan, Inc.

370 Van Gordon Street
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